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Abstract
The first section of this study tests an investment strategy of buying non-IPO
(seasoned) equity REITs as opposed to purchasing equity REIT IPOs. 'Seasoned',
as defined in this study, is an interval of time after the REIT IPO date. To test this
investment strategy, monthly returns on an equally-weighted index of 66 equity
REITs were analyzed. These equity REITs traded on the major stock exchanges
for various intervals over 1973-1994. Over the sample period, the total returns of
the 'Seasoned Index' were slightly higher than the total returns of the index with
no seasoning. More importantly, the seasoning effect was found to be more
significant over the second half of the sample period (1984-1994). The findings
confirm the hypothesis that there can be slight advantages to investors who wait
to buy equity REITs after the IPO date.
The second section of this study compares the relative performance of Seasoned
Index to that of common stocks, as measured by the S&P 500. Over the entire
sample period, the total returns of the Seasoned Index were 37% greater than the
total returns of the S&P 500.
The empirical section of this study analyzes the risk-adjusted monthly returns of
the Seasoned Index to the risk-adjusted monthly returns of the S&P 500. Both a
CAPM and five factor Arbitrage Pricing Model found no statistical evidence of
excess returns to the Seasoned Index over the S&P 500. Moreover, three of the
five macro economic factors seem to consistently drive equity REIT returns:
unexpected inflation, the change in the term structure of interest rates, and the
change in risk structure of interest rates. The impacts of these variables on equity
REIT returns are 68% of the impacts of the returns of the S&P 500. Therefore,
returns of the Seasoned Index were found to be less risky than the S&P 500. This
aspect of the study is based upon previous research done by Chan, Hendershott,
and Sanders(1987). The Seasoned Index in this study included monthly returns
on 43 more stocks than the Chan Hendershott, and Sanders data set as well as six
additional years of return data and confirms their findings are consistent under
present market conditions.
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CHAPTER ONE
1.1 Introduction
The legislation authorizing the Real Estate Investment Trust Industry was
enacted in 19601. Real Estate Investment Trusts (REITs) were expressly
authorized by Congress to allow small investors access to invest in commercial
real estate portfolios and properties. REITs have become the primary vehicle for
investing in publicly held commercial real estate companies in the United States.
Over the past three and one half years, the total size of the US REIT Market has
grown by an impressive 480%. This renaissance has brought new investors and
new real estate companies into the public real estate securities market. The REIT
market has become increasingly driven by initial public offerings (IPOs). In 1993,
50 initial public equity offerings were completed, totaling over $9.3 billion. This
substantially exceeds the most recent industry peak of 29 equity IPOs, in 1985,
totaling over $2.8 billion.2
Concurrently to the growth in the REIT market, IPOs have become one of the
most desired products on Wall Street. The explosive growth in demand indicates
that many new investors have entered the market. The small pool of traditional
REIT buyers simply could not have absorbed the $15 billion of new issues over
the past two years. Evidence of these new buyers being the emergence of 15 new
REIT Mutual Funds since 1991.3 This study addresses whether the risk REIT
I See Appendix A for a history of the REIT Industry.
2 National Association of Real Estate Investment Trusts, REIT Handbook 1994.
3 Upendra Mishra, 'Real Estate now a Prime Target for Mutual Funds', Boston Business Journal, 1994.
buyers are taking in purchasing IPOs is commensurate with the expected returns
they are realizing. This study offers equity-oriented real estate investors a
benchmark for comparing the performance of non-IPO equity REITs with that of
existing REITs. Specifically, this study will address two questions: (1) how well
would an investor have fared if his/her strategy was to buy equity REIT shares
at some point after the IPO date; and (2) how well would that investment
strategy have performed relative to an investment in common stocks?
1.2 Comments on the Current State of the REIT Industry
'Happy Birthday the REIT Bull is 3'
- BARRONS, October 1993
Historically, equity REITs (EREITs) were a passive investment vehicle managed
by outside advisors. In contrast, the initial public offerings of EREITs favored by
Wall Street in the 1990's have been fully integrated operating companies with
experienced management4. The newest EREITs also distinguish themselves by
the high quality of their real estate assets. Investors may reasonably be
concerned, however, that some of these new issues contain lesser quality assets
and may be riding on the 'coattails' of a hot market.5 Many of the newer REIT
investors have been lured to the market by the higher dividend yields offered by
REITs relative to other asset classes. There is clearly a perception that REITs have
the ability to grow in the currently depressed national real estate market. In this
climate of new optimism for real estate, a legitimate concern exists, however, that
these sometimes unpracticed property investors may have overlooked the
4 Michael Dowd, 'How in the World Can REIT Stocks Sell at a Five Percent Yield?', Real Estate Finance,
1993, pp. 13-32.
5 Equitable Real Estate Investment Management, Inc. and RERC, 'Emerging Trends in Real Estate 1994',
June 1993, p. 12.
quality of the REIT assets as well as the underwriting standards in some of the
new EREITs. If the underlying properties fail to meet projections of funds from
operations (FFO), then shareholders may find that they have paid an
unwarranted premium for these stocks.
There is also concern over potential shortcomings in the underwriting process.
Prior to 'going public', EREIT sponsors attempt to achieve the highest possible
price for their company's properties and growth opportunities. Although
achieving the highest possible sale is reasonable practice, REIT investors
obviously want to pay as little as possible. To compound this inherent conflict of
objectives, underwriters, in a rush to capture fees, have come under scrutiny for
the quality of information available in the offering prospectus. Green Street
Advisors, a well-respected REIT research firm, recently stated the following in
their review of the Beacon Properties Corporation's (BCN) prospectus:
BCN's prospectus is notable for its lack of meaningful disclosure
and/or certain statements that can be construed as misleading...
there is no way to derive a reliable estimate of certain key information
such as BCN's pro rata share of real estate net operating income.6
It seems that new EREIT investors have a lot to contend with when evaluating
IPOs, which are arguably the riskiest issues in the stock market. If investors are
not provided with necessary information to value these new issues competently,
problems could develop in the REIT market similar to those experienced in the
early 70's and late 80's (see Appendix B). The recent wave of EREIT IPOs have
yet to prove their real estate expertise in the public markets over the long run.
Because these stocks have only been public for a couple of years (or months), it is
6 Green Street Advisors, Inc., 'Beacon Properties Corporation', Research Report, May 4, 1994.
still unknown whether their performance will match their promises made to
investors. The potential risk in EREIT IPOs has led the author to explore the
performance of a non-IPO REIT investment strategy.
1.3 REIT Industry Booms and Busts
'What's Powering the REIT Rocket?'
-BusinessWeek, August 1985
'Property Shares Enjoyed a Hot 93'
- BARRONS, January 1994
Few industries have experienced more booms and busts than the REIT Industry.
The following table represents this author's depiction of the relative success of
the three REIT boom periods.
TABLE 1.1
REIT Industry Boom Periods
January 1970- June 1994
Boom Period Increase in % Growth in # Equity
Market Market IPOs
Capitalization Capitalization
(in Millions)
1970-73 $557.2 40% 98
1984-87 $5,373.3 88% 67
1990-June 1994 $30,003.8 362% 64
Source: NAREIT, 1994 REIT Handbook.
Many Wall Street analysts and REIT practitioners have categorized the most
recent growth period (1990-June 1994) as unique in the history of the industry.
The preceding table indicates that the industry has experienced similar bursts of
new issues in the past. Interestingly, this latest boom period had the smallest
number of IPOs.
Other similarities can be drawn regarding the most successful investors in the
REIT market over the past 20 years. After the REIT market's collapse in 1974,
there were several investors who made substantial profits buying these
undervalued stocks. Familiar names like Michael Milken of Drexel Burnham
Lambert, Richard Rainwater of the Bass Brothers, and Henry Kravis of Kohlberg,
Kravis, Roberts, and Company (KKR) all had huge windfalls7. Similarly, well-
known investors such as Sam Zell and George Soros have profited handsomely
from timely investments made during the last recession.
Arguably, the most significant effect of the latest boom period is the tremendous
growth in total market capitalization. The increase in total market capitalization
is the primary reason that institutions are now becoming more interested in the
REIT sector. Evidence of this institutional interest is the decision by California
Public Employees Retirement System (Calpers) to allocate $250 million for
investment in REIT securities in 1994.8 Larger market capitalizations allow
institutions, which typically invest large amounts of capital, to buy larger blocks
of shares without owning a disproportionately large percentage of the company,
thereby, compromising the liquidity of their investment positions. Continuation
Cassette Tape, 'Real Estate Investing in the 1990's', Commercial Property News Conference, 1990.
8 Stan Ross & Richard Klein, 'Real Estate Investment Trusts for the 1990s', The Real Estate Finance
Journal, 1994, pp. 37-44.
of the growth in market capitalization of the REIT sector, however, will be
deterred if EREITs do not meet their operational projections.
Although market size is an important issue, the REIT Market, only constitutes
about 1 % of the total US Commercial Real Estate Market.9 REITs, therefore, are
still not a significant factor in the overall real estate market. To put in perspective
the size of the REIT Market, at the end of 1993, the market capitalization was
roughly the same size as that of Microsoft. REIT analyst and commentator
Michael Dowd notes that England has approximately 30% of its commercial real
estate market securitized. He further states, 'We have conclusive evidence that
the securitized portion of a real estate market can grow very rapidly once Wall
Street develops confidence in the new securities product. The residential
mortgage market grew from some $2.4 billion in 1972 to $5.8 billion in 1974 and
reached $1.3 trillion by the beginning of 1994. This potential growth is
particularly true, as with the current larger REITs, if the product can attract
investment from major institutions.'10 He argues that if the securitization in the
US REIT market grows to the level of securitization already achieved in the UK
market, it will reach a market capitalization of over $300 billion in a relatively
short period of time. This would be a dramatic increase compared to the REIT
market's current market capitalization of just over $41 billion. There are some
compelling reasons to conclude that securitized real estate will in fact continue to
grow in the 1990's. Unfortunately, however, investors have short memories and
seem to forget the past problems in the commercial real estate industry. Should
history repeat itself, the current rush back to EREITs will be followed by mixed
results as growth expectations of some new EREITs are not achieved.
9 Estimated based on research by Michael Miles, 'Estimating the Real Estate Market in the US', Real
Estate Review, 1990
10 Michael Dowd, 'Commercial Real Estate', draft text from book to be published fall 1994.
CHAPTER TWO
2.1 Literature Review
Research on the return performance of commercial real estate typically has fallen
into two categories: (1) studies based on appraisals to measure real estate returns;
and (2) studies based on market prices of real estate securities to measure real
estate returns. The primary, generally accepted appraisal-based measure of
institutional real estate performance is the Russell-NCREIF (RN) Index. The RN
Index is a value-weighted index of the total returns generated from a large
portfolio of unleveraged commercial real estate managed by institutions on
behalf of pension plans." This index has been the premier commercial real estate
performance benchmark for most institutional investors throughout the 1980's.
The RN Index is still used by many pension funds to make real estate allocation
and acquisition decisions. The appraisals underlying this index have been
challenged in the academic literature for 'smoothing' the actual returns of the
individual assets. Smoothing occurs because the properties are only
independently re-valued once a year, thus decreasing the volatility of the returns.
This smoothing effect has thus caused obvious biases in previous research.
Research using appraisal-based return data was performed by Brueggman, Chen
and Thibodeau [1] and Hartzell, Hekman and Miles [2]. Their studies concluded
that real estate earned excessive risk-adjusted returns and served as a good
hedge against inflation. The following table depicts the appraisal-based returns
generated from the RN Index vs. other assets from 1983-1992.
" Interview, Blake Eagle, Chairman of the MIT Center for Real Estate, June 10, 1994.
TABLE 2.1
Real Estate Returns vs. Financial Assets and the CPI 12
Nominal Total Returns
(Year-end 9/30/92)
1992 1990-1992 1988-1992 1986-1992 1983-1992
RN Index -6.6% -1.7% 1.6% 3.1% 5.7%
CPI 3.0% 4.2% 4.2% 3.9% 3.7%
S&P 500 11.0% 9.7% 8.9% 16.4% 17.4%
Bonds* 13.2% 11.9% 11.9% 11.3% 12.3%
* Lehman Government Corporate Bonds
Institutional real estate investors who made decisions based on the RN Index
fared worse, over all periods, than those who invested in stocks or bonds. The
total returns of most institutionally held real estate have been inferior to other
asset classes. Based on the preceding table, one can conclude that real estate did
not offer superior returns relative to other asset classes, despite the smoothing
effect of the RN Index.
There is also an increasing debate over the real estate advisory company's role in
the appraisal process. Since the advisor's compensation is based on a percentage
of the total assets under management, they have an incentive to report the
highest possible appraised values. This can lead to over-stating of property
values in the portfolio and to further questions regarding the quality of the data
provided by appraisal-based returns.
1 MIT Center for Real Estate, Lecture Handout, Charles Wurtzebach, JMB Institutional Realty.
The second general method of evaluating the financial performance of real estate
is to evaluate the market pricing of real estate securities. The performance of
REITs is truly 'marked to market' as buyers and sellers trade REIT shares on a
daily basis. While Gyourko and Kiem [3] have concluded that the stock market
provides a ready source of information on transactions-based real estate values,
REITs offer researchers another obvious source of information for measuring the
returns generated by real estate.
It should be noted that REIT returns have very different return characteristics
than those generated by the RN Index.' First, the RN Index measures a portfolio
of unleveraged property while REITs typically use debt in their capital structure.
This leverage causes an increase in the volatility of REIT returns. Secondly, the
RN Index is comprised primarily of 'trophy' quality properties while some REITs
have many lower quality assets. Lower quality or 'B' Class real estate assets have
historically experienced much more return volatility. Lastly, REIT pricing adjusts
much more rapidly to changes in the economy due to their trading on the public
market. Investor expectations about the future operating performance of a REIT
can be reflected almost immediately in the daily trading prices of the shares.
Lastly, the pricing of the properties in the RN Index are not only appraisal-based
but institutions purchase these properties for other than short-term price
appreciation. For these reasons, REIT returns will exhibit more volatility than
those of the RN Index.
Some real estate professionals argue that the continuous pricing of real estate
assets is unrealistic because of the costs and time necessary to sell commercial
13 For more information about the RN Index compared to REITs, see S. Michael Giliberto's article,
'Measuring Real Estate Returns: The Hedged REIT Index', The Journal of Portfolio Management, Spring
1993, pp. 94-98.
property in the private market. While transaction length is certainly an issue, the
daily transaction pricing of REIT shares is arguably an adequate proxy for real
estate returns. One objective of this research is to add a new benchmark for real
estate professionals interested in understanding the magnitude and dispersion of
historic real estate returns.
EREIT returns have been studied extensively using many different time periods
and techniques. Most studies have compared the returns from REITs to the
returns of common stocks or bonds. Early research done by Smith and Shulman
[4] studied the returns of nine to sixteen EREITs from 1963-1973. They concluded
that EREIT returns were closely related to a sample of closed-end funds but
outperformed the Standard and Poor's (S&P) 500. Some researcher's have used
closed-end funds as a proxy for REITs because of the similarities between the
funds investment styles and capital structures. When Smith and Shulman
included the 1974 REIT crash in the sample, the EREIT portfolio underperforms
the S&P 500 as measured by total return over the entire period. This study was
one of the first to use EREITs and included a time when the total market
capitalization of the REIT Industry was less than $1 billion.
Titman and Warga examined a sample of sixteen EREITs and twenty mortgage
REITs over the period 1973-1982 [5]. They used both a single-index model
(Capital Asset Pricing Model) and multi-index model (Arbitrage Pricing Theory)
to measure REIT performance. They concluded that EREITs exhibited less
volatility and higher returns than previous studies. Unfortunately, due to the
high variability of the REIT returns over the period, most of their results were
found to be statistically insignificant.
REIT research in the mid 80's proved to be more useful because of the increase in
the size of the market and the general restructuring of the industry (Appendix
A). Kuhle, [6] who studied a portfolio of 26 EREITs over the period 1981-1986,
found that the REIT sample provided increased portfolio risk reduction than a
portfolio of 42 common stocks chosen randomly from the S&P 500. Although
these findings were significant, the issue remains that REITs, as well as
commercial real estate investments, generally performed very well over this
short time period. Therefore, it is difficult to measure accurately long term REIT
performance in the context of a cyclically strong commercial real estate market.
Kuhle also did not include any performance measures for a down cycle in the
economy.
Kuhle, Walther, and Wurtzebach [7] measured REIT performance over the
period 1977-84 and found that their portfolio outperformed the S&P 500. Kuhle
[8] later compared the National Association of Real Estate Investment Trusts
(NAREIT) Equity Index to the S&P 500 Index from 1972-1991. He concluded that
NAREIT Equity REIT Index outperformed the S&P 500 Index over the entire
period. Alternatively, Goebel and Kim [9] studied a sample of 32 survivor REITs
over the period 1984-1987 and found that they underperformed when compared
to the S&P 500.
Sagalyn [10] was among the first researchers to study REITs over various
business cycles. She studied the ex-post performance of survivor REITs from
1973-1987. Survivor REITs are defined as those companies that were publicly
traded over the entire sample period. A survivor sample infers that only REITs
that did not liquidate or go into bankruptcy were included in the study. The
quality of these survivor REITs may thus upwardly bias her return findings.
Unfortunately, her sample included only five survivor EREITs. The small sample
size thus may not be a true reflection of the returns of the broader EREIT market.
However, Sagalyn did conclude that EREITs were less sensitive to the S&P 500
at all times over the business cycle.
Giliberto [11] compared all EREITs from the NAREIT Index over the period 1978-
1989 to the returns of the S&P 500 and Salomon Brothers Broad Investment
Grade Bond Index. He concluded that stock and bond returns explain about 59%
of the total variability of EREIT returns. He was also able to find a statistical
correlation between EREITs and the RN Index. He states that this correlation is
significant because institutional investors can capture some portion of real estate
market returns by investing in EREITs, although they will have to accept
volatility similar to that of stocks.
Martin and Cook's [12] research compared the returns of 16 individual EREITs
over the period 1980-1990 to a series of closed-end funds. They found that a
traditional (passively held) EREIT portfolio outperformed a sample of closed-end
funds. The comparative value of this study is that the sample period includes the
changes in the real estate industry as a result of the Tax Reform Act of 1986.
Han [13] studied a portfolio of 64 EREIT stocks from 1970-1989. He concludes
that historically large stocks underperform compared to small stocks. Since REIT
stocks are small in size, as defined by market capitalization, the S&P 500
benchmark may overstate the relative performance of REITs. He therefore chose
a small capitalization (cap) stock index to compare to his sample of EREITs. He
used a CAPM model to compare the risk-adjusted returns of the EREIT portfolio
to that of a small cap stock index and found that the EREIT portfolio did not
outperform small cap stocks.
Finally, Chan, Hendershott, and Sanders [14] analyzed the monthly returns of an
equally-weighted portfolio of 18 to 23 EREITs from 1973-1987. For inclusion in
their sample, the EREIT had to survive one full business cycle. They define a
business cycle as a minimum of four years. They found that three factors
consistently drive EREIT returns: unexpected inflation; changes in risk structure
of interest rates; and changes in the term structures of interest rates. Using a
multi-factor arbitrage pricing model, they found the impacts of the five macro
economic factors on EREIT returns to be approximately 60% of the impacts on
corporate stock returns. Given the lower impact of the economic factors on
EREITs, they concluded that EREITs were less risky than common stocks.
In summary, the previous research on the performance of EREITs is varied and
inconclusive (Table 2.2 summarizes the literature review). Some researchers
found that EREITs outperformed common stocks, while others did not. Several
factors seem to drive the variances in the findings: the sample time period; the
performance benchmarks; and the selection criteria for the EREIT sample. Given
the differences in both sample design and the boom and bust cycles of the REIT
industry since 1970, the differences among conclusions are not suprising.
2.2 Structure of This Study
The theoretical basis for this paper is the work done by K.C. Chan, Patric
Hendershott, and Anthony Sanders (CHS) [14]. Updating the CHS data was
critical to an understanding of whether their findings would continue to be valid
under present market conditions. Since one purpose of this study is measuring
EREIT performance relative to common stocks, the CHS study was found to be
an excellent structure for measuring the risk and returns of EREITs. If investors
can earn a risk-adjusted return similar to common stocks but with less variability
then, in theory, EREITs are a viable investment alternative. Since the end of the
CHS sample period (1987) an enormous amount of new REIT stocks have been
issued. This study which measures the performance of the newer EREITs over
the last economic cycle, (including the Stock Market Crash of 1987) will
contribute to the previous research by developing an index of 66 EREITs,
(compared to CHS's 23) and including over six more years of EREIT monthly
return data.
TABLE 2.2
Summary of Previous Equity REIT Research
Author Data Performance Conclusions
Measure
Smith and Shulman Quarterly returns of Capital Asset EREITs outperformed the
(1976) 9-16 survivor Pricing Model S&P 500 for 1963-1973
EREITs; 1963-1974. (CAPM) but not 1974.
Titman and Warga Monthly returns of CAPM and EREITs were less volatile
(1986) 16 EREITs; 1973- Arbitrage Pricing and had higher returns
1982. Theory (APT) than previous studies.
Tests were statistically
insignificant.
Kuhle (1987) Monthly returns of Portfolio efficient EREITs provided better
26 EREITs; 1981- frontier portfolio risk reduction
1986. than 42 common stocks
from S&P 500.
Kuhle, Walther, and EREIT sample from, CAPM EREITs outperformed the
Wurtzebach (1986) 1977-1984. S&P 500.
Chan, Hendershott, Monthly returns of CAPM and APT EREITs performed similar
and Sanders (1987) 18-23 EREITs, 1973- to the S&P 500 but were
1987. less risky.
Goebel and Kim Returns of 32 CAPM REITs underperformed
(1988) survivor REITs, the S&P 500.
1984-1987.
Sagalyn (1990) Quarterly returns of CAPM EREIT sample out-
5 survivor EREITs, performed the S&P 500.
1973-1987.
Martin and Cook 16 EREITs, 1980- Equilibrium asset EREIT portfolio
(1991) 1990. pricing model outperformed selected
mutual funds.
Han (1991) Monthly returns of CAPM EREITs did not
64 EREITs, 1970- outperform small cap
1990. stock index.
Kuhle (1992) Monthly returns of Geometric return EREITs outperformed the
NAREIT Equity comparison S&P 500 Index.
Index, 1972-1991.
CHAPTER THREE
3.1 Methodology
Measuring the performance of the EREIT sample will be conducted using two
models. The first is the Capital Asset Pricing Model (CAPM) developed by
William Sharpe, John Lintner, and Jack Treynor.14 This model compares the risk
premium of an individual security or portfolio to the risk premium of a chosen
performance benchmark. Since this study is measuring EREIT portfolio
performance relative to commons stocks, the S&P 500 was chosen as the
performance benchmark. This author acknowledges the fact that the
capitalization of the stocks included in the S&P 500 is much larger than those in
the EREIT sample. This study, however, measures EREIT performance relative to
common stocks; not which common stock benchmark is most comparable to
EREITs. The risk premium is defined as the return of the portfolio in excess of a
risk-free rate. The risk-free rate, for purposes of this study, is the Treasury Bill
Rate. Assuming that the returns from the security or portfolio vary in direct
proportion to that of the performance benchmark, a linear regression equation
can be derived for the excess returns of the security based on the performance
benchmark, the risk-free rate, and some random error:15
rp - rf = ap + p(rm 
-rf) + F,
where:
r= monthly returns of the EREIT portfolio
rf = monthly returns of Treasury Bill
1 Richard Brealey & Stewart Myers, Principles in Corporate Finance, 1991, pp. 169-173.
1 Jun Han, 'The Historical Performance of Real Estate Investment Trusts', MIT Center for Real Estate,
Working Paper #38, 1991
rp - rf = risk premium of EREIT portfolio
rm = monthly returns of S&P 500
rm - rf = risk premium of S&P 500
ap or alpha = monthly excess return measure
p or beta = coefficient of variation between the EREIT portfolio and the S&P 500
,= a random error term for the EREIT portfolio with an expected value of zero
Alpha (cp) will measure the average incremental monthly returns that are unique
to EREITs in excess of those realized on the S&P 500. A statistically significant
positive alpha suggests EREITs performed superior to the S&P 500; a statistically
significant negative alpha indicates EREITs performed inferior to the S&P 500.
Therefore, if the EREIT portfolio were to earn risk-adjusted excessive returns
over the risk-adjusted S&P 500 returns, then alpha or ap will have be statistically
significant and greater than zero.
The second performance benchmark will be measured by the Arbitrage Pricing
Theory Model developed by Steven Ross. This theory states that an investment's
return depends partly on pervasive macro economic factors (e.g. interest rates
and inflation) and partly on 'noise' which is defined as events that are unique to
that specific company.16 Therefore, the risk-adjusted or excess return for the an
investment should be related to its particular sensitivity to each macro economic
factor.
Under the assumption that the model holds period by period, and that the
returns of the securities are generated by the macro economic factors, a linear
16 Richard Brealey & Stewart Myers, Principles of Corporate Finance, 1991, pp. 16 9 -17 3 .
expression can be derived relating the risk-adjusted returns of the portfolio and
the macro economic factors:
r - rf = a + P(M 1) +fP(M 2 ) +fP(M 3) +fP(M 4) + P(M5)
where:
r= monthly returns of either the EREIT portfolio or the S&P 500
rf = monthly returns of Treasury Bill
rp - rf = excessive monthly returns of the EREIT portfolio or the S&P 500
a = monthly excess return measure for the EREIT portfolio or the S&P 500
M1 M2 M 3 M4 M5 = five chosen macro economic factors (see Table 3.1)
The purpose of using the APT model is to compare the effects of these macro
economic factors on both the EREIT portfolio and the S&P 500. Whichever
returns, EREIT or S&P 500, are more sensitive to these macro economic factors
will be considered more risky. This sensitivity comparison can be accomplished
by using a 'goodness-of-fit', test or R2. The R2 measures the percentage of the
total variation of the portfolio's excess returns that can be explained by the macro
economic factors. Therefore, if the R2 for the EREIT portfolio is less than that of
the S&P 500, then the EREIT portfolio would be considered less risky.
The macro economic factors for this study are the same as those used by CHS
[14]. Table 3.1 presents the five macro economic factors which according to CHS,
captured the pervasive forces in the economy. These macro economic factors are
identified in a study done by Chen, Ross, and Roll [15].
TABLE 3.1
Five Macro Economic Factors
Used in the Chan, Hendershott, and Sanders Study
Data for 1973 through 1990, for all five factors, were provided by Anthony
Sanders of Ohio State University. To be consistent with CHS study, the Treasury
Bill rate, inflation rate, and Treasury Bond rate are all from Ibbotson Associates.
Expected inflation was calculated using a linear regression with a six period lag.
Unexpected inflation was calculated by taking the difference between the actual
inflation and expected inflation. The manufacturing industrial production index
is from the Citibase Data Base. The low-grade (BAA) rate is from Compustat.
The following two tables list the means, standard deviations, and correlations of
the five factors.
Variable Purpose
change in the industrial production measure the health of the economy
expected inflation investors views on potential inflation
rates
unexpected inflation investors reactions to what inflation
actually occurred
difference between Treasury bonds and change in term structure of interest
Treasury Bills rates
difference between BAA bonds and change in risk structure of interest rates
Treasury Bonds
TABLE 3.2
Five Macro Economic Factors
Annual Means and Standard Deviations
1973-93 1973-83 1984-93
Change in Industrial mean 0.0225 0.0158 0.0299
Production (IP) std. dev. 0.0554 0.0719 0.0311
Change in Expected mean 0.0005 0.0000 0.0011
Inflation (EI) std. dev. 0.0023 0.0026 0.0017
Unexpected Inflation mean 0.0019 0.0034 0.0002
(UNEX) std. dev. 0.0064 0.0081 0.0036
Low Grade Corporate Less mean -0.0095 0.0295 -0.0524
Treasury Bonds (RISK) std. dev. 0.0935 0.0966 0.0717
Treasury Bond less mean 0.0279 -0.0205 0.0811
Treasury Bill (TERM) std. dev. 0.1169 0.1198 0.0919
TABLE 3.3
Correlation's of Five Macro Economic Factors
IP UNEX EI RISK TERM
IP 1.00
UNEX 0.1408 1.00
EI -0.0208 -0.0293 1.00
RISK 0.2358 0.0893 -0.0122 1.00
TERM -0.2216 -0.1953 -0.1109 -0.6419 1.00
CHAPTER FOUR
4.1 Data
The sample compiled for this study consisted of 66 EREITs traded on the major
exchanges (NYSE, AMEX, and NASDAQ) for various intervals between 1973-
1994 (see Appendix A for list of stocks). The monthly return data for the NYSE
and AMEX stocks were compiled primarily from the Center for Research on
Security Prices (CRSP) stock tapes. The CRSP NASDAQ tapes only provided
adjusted daily returns, Therefore, the monthly returns were calculated by the
author. The Compustat database provided returns for those stocks not found in
CRSP as well as the stock returns for the first six months of 1994. These data
sources provide monthly total returns which assume the reinvestment of
dividends and adjustments for stock splits. The portfolio was constructed on an
equally-weighted basis for each stock. As new stocks came into the sample, the
portfolio was adjusted to maintain the equal-weighting criteria. EREIT returns
were equally-weighted so that the result would not be dominated by few larger
REITs [10]. and to help inform investors when to buy REIT stocks rather than
how to build a portfolio. Value-weighting, the alternative to equally-weighting,
is typically used by professional money managers, who constructing a portfolio
of stocks. Finally, it appeared that the equally-weighted index more clearly
isolated the IPO factor.
Several selection criteria were employed before a stock could be included in the
EREIT sample. The EREIT had to have monthly returns commencing no later
than January of 1993 and be categorized as an Equity REIT as defined in the
NAREIT 1994 REIT Handbook. NAREIT defines equity REITs as those
companies that have at least 75% of their assets invested in real property.17
Some of the earlier EREITs, mostly those no longer in existence, were found in
previous research. To control for survivor bias, EREITs that had gone out of
existence during the sample period were also included in the sample. This is
particularly relevant given that investors have no way of ascertaining the future
survival of a REIT at the time they invest.
An additional inclusion criterion was that the EREIT had to be primarily invested
in one or all of the four main commercial real estate asset types: office, industrial,
retail, and apartments. These groups derive the majority of their revenue from
the business of providing space to users as opposed to lending money to other
businesses such as health care operators or collecting race track receipts. It is this
author's opinion that office, industrial, retail, and apartment EREITs are the best
source for analyzing traditional real estate related returns. For this reason, all
healthcare, racetrack, and specialty EREITs were excluded from the sample.
17 An historical list of all equity REIT IPOs was provided by Matt Dembski of NAREIT.
GRAPH 4.1
Number of Equity REITs in Sample
(Year End)
The primary sorting criterion employed in this study was the total period of time
which the EREIT had been 'seasoned'. Seasoning is defined for the purposes of
this study as simply an interval of time after its IPO. The reason for the
seasoning examination is to answer the question of post-IPO EREIT performance
posed in the introduction of this study. In theory, seasoning should allow
investors ample time to understand the revenues, expenses, and growth
prospects of the EREIT. Additionally, the investor can compare first year
operating projections in the initial public offering to the actual operating results.
Finally, seasoning implies a degree of 'Darwinism' among the REIT industry, as
only the better REITs will survive. Recent evidence of this is the Wellsford
Residential Property Trust's proposed acquisition of Holly Residential
Properties, a REIT that had been public for less than a year. Holly has been
plagued by unexpected operating costs, disappointing FFO, and a 30% drop of
its IPO share price. Besides the IPO risk mentioned in the beginning of this study,
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most investors are unable to buy shares at the time of the IPO. This is because
institutions and privileged customers of the offering brokerage house usually
have preferred access to the offering shares first. Therefore, some REIT investors
have to decide at what point in the future they invest in the stock. Although,
there is no industry standard for when a stock is seasoned, the following
evidence was found by the author.
Wang, Chan, and Gau [16] researched the returns for a sample of 87 REIT IPOs
from 1971-1988. They found that the average return of their IPO sample was
negative 2.82% over the first 190 days of trading. They compared this IPO sample
with a two year seasoned REIT sample and found that the IPO sample
underperformed the seasoned sample by 7.5%. They reasoned that the seasoned
REIT portfolio better controlled for 'industry effects' that cause volatility in the
stock price.
Synderman [17] studied the default occurrences of commercial loans held by
major insurance companies over the period 1972-1984. He found that there was a
positive effect of seasoning on commercial and multi-family mortgage portfolio
defaults. He states that seasoning occurs because commercial real estate loans are
amortized. Over time the more economic stresses the loan has survived, the less
likely a default will occur. Although Snyderman does not think a parallel
between seasoning of mortgages and REITs can be drawn18, the author does not
necessarily agree in the case of EREITs. That fact that only stronger REITs
survive overtime, i.e. Wellsford Residential Property Trust, reflects the positive
effect of seasoning. Mortgage lenders, like REIT investors, become better
informed about the properties over time. Therefore, it is possible that if investors
18 Phone Interview, Mark Synderman, Fidelity Investments, July 27, 1994.
wait until they understand the operating performance of the REIT, they are less
likely to pay an unwarranted price and incur losses.
One of the inclusion criteria in the CHS research is that the EREIT had to be in
existence for at least one full business cycle. CHS define a business cycle as a
period of four years. The difference between the seasoning effect in their study
and this research is that CHS include EREIT returns starting in January 1973.
CHS do not wait until some period of time after the EREIT IPO date to include
stock returns in their sample. The problem with their methodology is that
investors cannot predict if the EREIT will survive a business cycle when they
purchase the stock. The author discussed this issue with Anthony Sanders19 and
it will be adjusted in this research. This study is based on an investment strategy
of buying IPOs at some date after the offering. The EREIT sample in this study
will start with assumption that only seasoned stocks can be bought as of January
1973. For example, if the criteria for seasoning was two years, then the EREIT
had to have been public since January of 1971 to be included in the sample in
January of 1973. Therefore, a few stocks that were public prior to 1973 are
included in this study. From 1973 forward, any new EREITs will be included in
the sample at the stated seasoned interval after the IPO.
There are limitations to this seasoning methodology. As the seasoned interval
gets longer, some short-lived EREITs are excluded from the sample. Because the
EREIT only survived a short period of time, they usually offered poor returns.
The exclusion of poor performing stocks therefore upwardly bias the return
series of this study. Since one of the objectives of this study was to provide
information about when to buy EREITs, this upward bias is a considered a
19 Phone Interview, Anthony Sanders, Ohio State University, July 15, 1994.
benefit the investor. Excluding the first four years of return data for the newer
EREITs is also an issue given the recent boom in the REIT market. The return
data from these newer EREITs are an important part of measuring the overall
performance of the REIT sector.
4.2 Seasoning Measurements and Performance Results
When the sample of EREITs were seasoned at different intervals, the average
yearly returns over the sample period were very similar with the exception of the
four year seasoning sample. Table 4.1 depicts the results of the seasoning.
TABLE 4.1
Equity REIT Seasoned Annual Returns
Year No Six Month One Year Two Year Four Year
Seasoning Seasoning Seasoning Seasoning Seasoning
1973 -23.50% -26.00% -44.00% -20.00% N/A
1974 -40.81% -40.63% -40.16% -46.71% -25.00%
1975 41.73% 41.12% 41.37% 43.88% 54.57%
1976 38.35% 38.35% 37.82% 38.94% 55.63%
1977 30.95% 30.79% 31.63% 31.58% 25.12%
1978 17.58% 17.58% 17.58% 15.76% 16.87%
1979 49.26% 51.20% 50.89% 50.89% 50.52%
1980 39.98% 41.14% 40.36% 39.41% 37.27%
1981 12.86% 11.57% 11.86% 12.81% 11.59%
1982 37.05% 37.05% 36.84% 36.94% 34.71%
1983 38.32% 38.32% 38.32% 39.46% 39.43%
1984 33.88% 32.10% 32.10% 32.10% 34.00%
1985 16.13% 19.11% 20.15% 17.76% 16.74%
1986 14.77% 18.22% 21.41% 23.55% 23.73%
1987 -11.65% -10.19% -9.14% -6.37% -7.49%
1988 10.06% 10.02% 9.90% 9.87% 14.51%
1989 -8.67% -8.81% -9.28% -8.38% -6.88%
1990 -24.48% -24.48% -24.48% -25.02% -24.28%
1991 7.91% 7.47% 7.47% 7.47% 10.10%
1992 28.56% 27.69% 27.10% 26.67% 29.19%
1993 30.89% 32.09% 33.11% 34.95% 34.43%
1994 1.88% 1.85% 2.10% 2.35% 2.67%
TABLE 4.2
Equity REIT Sample
Annual Means and Standard Deviations
Period No Six Month One Year Two Year Four Year
Seasoning Seasoning Seasoning Seasoning Seasoning
Mean 1973- 16.15% 16.37% 15.75% 16.93% *21.24%
1993 1 _ 1 1_1
Std Dev 0.25 0.25 0.27 0.25 0.23
Mean 1973- 21.98% 21.86% 20.23% 22.09% *30.07%
1983
Std Dev 0.29 0.30 0.33 0.30 0.25
Mean 1984- 9.74% 10.32% 10.83% 11.26% 12.41%
1993
Std Dev 0.19 0.19 0.19 0.19 0.19
* does not includes returns for 1973
The mean returns for stocks with no seasoning were very similar to those with
seasoned intervals of six months, one year, and two years. The exception is the
mean return of the four year seasoned sample from 1973-1984. Unfortunately, no
EREITs in the sample met the four year seasoned criteria as of 1973. Therefore,
the down market of 1973 was not reflected in the four year seasoned sample. As
the table states, all the other sample periods had substantial negative returns in
1973. The exclusion of 1973 has thus upwardly biased the four year sample
period. It is interesting to note the strength of the returns for all sample periods
from 1975-1986. EREITs performed excellently over this 11 year period.
Calculation of the standard deviation (std dev) of each mean return measures
return volatility and was also found to be very similar over all time periods.
To answer the question of how investors would have fared given the different
investment strategies (e.g. no seasoning, six month seasoning, etc.) the following
table was compiled.
TABLE 4.3
Growth of a Dollar Invested in
Seasoned Equity REIT Index
The best performing return series over the entire sample period was for the four
year seasoning. As mentioned earlier, this four year series did not have any
return data for 1973. The effects of excluding 1973 are stated in this table. Over
the entire sample period, the four year seasoning interval returned almost two
and a half times that of the other seasoning intervals. Unfortunately the exclusion
of 1973 substantially biases the return series upward. Most interesting is the fact
that between 1984-1994, the four year seasoned sample is the best performer
when the period of time had no biases. From the remaining samples, the six
month seasoned sample is the best performer over the entire sample period. The
six month seasoning strategy offered a 2.3% premium ($14.19 vs. $13.88) over
investing in IPOs (no seasoning) for the entire sample period. This premium
confirms the study of Wang and Gau [161, although the methodology is different.
A more significant effect is that over the last 10 years, each of the seasoned
samples outperformed the sample with no seasoning, implying the seasoning
effect becomes greater over time. The six month seasoned sample returned an
additional 5.8% over the unseasoned sample from 1984-1994. The four year
seasoned sample returned an additional 29% over the unseasoned sample from
1984-1994. It should be noted that the four year seasoned sample excludes any
return bias associated with the newer, post 1991, EREIT IPOs. Therefore, this
study concludes that investors would have fared better if they waited to buy
EREITs at some point after the IPO date.
The 'wait-and-see' strategy is very different from the strategy incorporated by
many of today's REIT mutual funds. For example, Barry Greenfield, who runs
the $500 million Fidelity Real Estate Investment Mutual Fund, states, 'newer
REITs are the wave of the future and will have access to capital and the ability to
grow much faster than the older companies.' 20 Greenfield's Fund has been both
an excellent performer and a significant purchaser of new EREIT IPOs.
Additionally, over 1/3 of the stocks in Cohen & Steers Realty Fund are less than
three years old.21 Most of these funds have made substantial gains by investing
in EREIT IPOs. To test the six month seasoning strategy vs. REIT Mutual Funds,
the following table has been compiled.
2 Phone Interview, Mr. Barry Greenfield, Fidelity Investments, July 18, 1994.
21 Estimated from Morningstar Mutual Funds Inc. 'Cohen & Steers Realty', 1994.
TABLE 4.4
Comparison of Six Month Seasoned Index
vs. a Sample of REIT Mutual Funds
over the Latest REIT Boom Period
Fidelity PRA Real Templeton Six Month
Real Estate Estate Real Estate Seasoned
Investment Securities Securities Portfolio
1991 39.19% 23.51% 34.41% 7.47%
1992 19.51% 17.87% 4.15% 27.69%
1993 12.51% 19.91% 32.98% 32.09%
First Quarter 1994 1.97% 3.52% -2.11% 2.54%
Total Return over Period 91% 81% 83% 86%
Source: Morningstar, Inc. April 1994
1991 is generally accepted to be the inaugural date for the wave of new EREITs.
This table (4.4) indicates that an investor who employed a passive investment
strategy of waiting until six months after the IPO date would have earned similar
returns to the three mutual funds who were actively buying EREITs at the IPO.
Fidelity Real Estate was the only fund in this table to outperform the seasoned
portfolio. The reason to expect superior return performance from a fund like
Fidelity is that it can afford to acquire and analyze information about the REITs.
REIT mutual fund investors are in effect betting that the managers of these funds
know how to buy these new issues effectively to achieve superior returns. If the
managers are incorrect, then the future returns of the fund will be substandard.
As mentioned, these funds typically employ analysts and have the expertise
required to analyze these new offerings. For those investors who do not have
these resources, waiting six months to buy new issues is obviously a more
conservative investment strategy then buying on the IPO date. Therefore, if an
investor can earn similar returns while bearing less risk, it would seem that
waiting until the stock is seasoned would be a prudent, and potentially superior
investment strategy.
CHAPTER FIVE
5.1 Comparison of Seasoned Index to Other Real Estate Securities Indices
As exhibited earlier, the six month seasoned EREIT sample provided the highest
total return over the entire sample period, given the biases evident in the four
year seasoned sample. From this point forward, all performance comparisons
will be performed using the six month seasoned sample ('seasoned').
Return indices are used to measure the reward investors earn for holding an
asset class. Indices represent the levels of wealth, measured by growth of the
initial investment while returns measure the changes in levels of wealth.22 Real
estate performance indices provide investors with a benchmark to: (i) make
investment allocation decisions; (ii) test proposed investment strategies; and (iii)
rate investment managers. The two best known real estate securities indices are
the NAREIT Index and the Wilshire Real Estate Securities Index. The NAREIT
Index tracks REIT stocks back to 1972 in four different categories: all REITs;
equity REITs; mortgage REITs; and hybrid REITs. The Wilshire Index tracks the
historical performance of all REIT stocks that meet their criterion of 'pension
fund quality'. Pension fund quality infers that the assets in the REIT are of high
quality, similar to those held directly by pension funds. Table 5.1 is a comparison
of the indices.
Ibbotson Associates, 'Stocks, Bonds, and Inflation', 1993 Handbook
TABLE 5.1
Real Estate Securities Indices23
Comparison as of June 1994
Wilshire NAREIT Seasoned
Beginning Date January 1978 December 1972 January 1973
Market $31,796 $41,666 $11,092
Capitalization as of
6/94 (millions)
Number of Securities 136 217 66
as of 6/94
Weighting Total Market Total Market Equally-Weighted
Methodology Capitalization Capitalization
Return Disclosure Monthly Monthly Monthly
Inclusion Criteria Market All tax-qualified REITs Seasoned Equity REITs
Capitalization listed on NYSE, listed on NYSE, AMEX,
minimum of $30 AMEX, and NASDAQ and NASDAQ
million as of 1978,
SIC code, real estate
owners and operators
Initial Public Included at the Included at the end of Included six months
Offerings beginning of next measurement period after IPO date
measurement period following offering
following offering date; before 1987 IPOs
date included at the
beginning of the next
year
Investment Strategy Buy and Hold Some Survivor Bias Buy and Hold
Inclusive of No No No
Transaction Costs
and other Expenses
23 This table was reproduced in part from an article
Institutional Real Estate Letter, June 1993
by Mark Decker, 'Behind the Real Estate Indices',
The strength of the NAREIT Index is the large number of stocks and total market
capitalization compared to other indices. NAREIT also tracks REITs longer than
the Wilshire Index. One issue with this index is that it includes many REITs that
do not derive the majority of their earnings from the rental of real estate. These
REITs include owners and lenders of health care facilities, race tracks, and other
businesses not directly related to the real estate industry. To control for these
shortcomings, NAREIT has further segmented the index into four additional
subcategories: equity; mortgage; hybrid; and equity without health care. These
categories have made it easier to evaluate certain types of REIT stocks. NAREIT
also does not include those REITs that have failed, thereby imparting an upward
bias on the returns of each index.
The Wilshire Index was compiled mainly with the institutional REIT investor in
mind. Wilshire has only included 'pension fund' quality REITs in their index.24
Their goal was to develop an index that better reflected the assets that pension
funds and institutions typically hold in their investment portfolios. The quality
and size of the REITs included in the Wilshire Index is a distinguishing
characteristic for institutional investors. Wilshire, however, has chosen to track
stocks back only to 1978.
The 'Seasoned Index' developed in this study differs from the NAREIT Equity
Index in that it includes stocks that have gone out of existence since 1973. The
reason for including these stocks is that investors have no way of knowing future
success of a stock when they first invest. Therefore, these stocks should be
included for the purpose of tracking equity returns and protecting against
24 Michael Torres, 'Finding the Answers to Real Estate in the Public Markets', Wilshire Associates, 1991.
survivor bias. The Seasoned Index differs the from Wilshire Index by including
REIT returns back to 1973. The early to mid 70's were a full boom to bust cycle
for the REIT Industry. It is the opinion of this author that the inclusion of returns
through this period is important for historical performance results. Michael
Torres, who developed Wilshire, states that the quality of return data and
classifications for the earlier REITs is questionable. This is one of the primary
reasons Torres started the Wilshire return series in 1979. All the REITs in the
Wilshire have not changed from the classification over their entire sample
period.25
Both Wilshire and NAREIT include REIT IPOs in their indices. Although it is
important to measure the performance of new issues, there is no way for
investors to benchmark seasoned REITs via these indices. The level of expertise
and knowledge at Wilshire and NAREIT have produced excellent return indices.
Given the success of these indices, it is hoped that the Seasoned Index will serve
to supplement REIT investor's knowledge of the REIT sector.
25 Phone Interview, Michael Torres, Wilshire Associates, June 15, 1994.
5.2 Return Performance of Seasoned Index vs. NAREIT and Wilshire
How well would an investor have done buying the Seasoned Index vs. NAREIT
and Wilshire? The following graphs exhibit the growth of an initial investment at
the beginning of all three indices.
GRAPH 5.1
Growth of a Dollar Invested in
the Seasoned Index vs. the Wilshire Index
(January 1978 - June 1994)
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An investment in the Seasoned Index returned more than an investment in the
Wilshire Index over the entire period 1978-1994. At the end of 1994, an investor's
initial investment would have grown over 46% more in the Seasoned Index than
Wilshire Index. The graph shows a strong correlation between the Seasoned
Index and Wilshire Index, because the inclusion criteria of the two indices are
similar. The criteria of 'pension fund' quality REITs was model for the Seasoned
Index (office, industrial, commercial, and apartment properties) and proved to
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have generated excellent return results. It is interesting to note that the gap
between the two return indices did not get smaller after 1991. Wilshire includes
new IPOs in their index which have been a major factor over the last 3.5 years.
Since, Wilshire did not outperform the Seasoned Index post 1991, this may be
further evidence for waiting to buy EREIT IPOs.
GRAPH 5.2
Growth of a Dollar Invested
the Seasoned Index vs. the NAREIT Equity Index
(January 1973- June 1994)
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The Seasoned Index far outperformed (by over 100%) NAREITs All REIT Index;
however, because the Seasoned Index is comprised of equity REITs, the NAREIT
Equity Index is a better comparison. An investment in the Seasoned Index would
have produced almost exactly the same return (-1%) as an investment in the
NAREIT Equity Index. The small negative return may be a result of NAREIT
excluding all REITs that have gone out of existence. These REITs, however, were
included in the Seasoned Index. In 1987, the Seasoned Index had grown 47%
above the NAREIT Equity Index but that return spread diminished over the past
7 years. Since 1991, the Seasoned and NAREIT indices have been highly
correlated.
CHAPTER SIX
6.1 Seasoned Index Performance vs. S&P 500
As evident in the literature review, there seems to be confusion whether the
EREIT returns have under or outperformed the S&P 500. This confusion partially
explains why investors, mainly pension funds, do not consider EREITs a viable
investment alternative. The purpose of this section is to compare the EREIT
returns (unadjusted for risk) to the S&P 500 over the entire sample period.26 The
S&P return series is adjusted for stock splits and assumes the reinvestment of
dividends. This is the same methodology used to generate the Seasoned REIT
return series. The difference between the two return series is that the S&P is
weighted by market capitalization; the Seasoned sample is equally-weighted. In
addition, the S&P is comprised of large capitalization stocks while the Seasoned
sample is almost exclusively small capitalization stocks. Since most of the
previous studies have used the S&P as the performance benchmark for common
stocks, the same methodology was employed in this study.
The following two tables compare the annual returns of the Seasoned sample vs.
the S&P 500. The average annual returns for the Seasoned sample were 4.5%
higher than the S&P 500. The Seasoned sample outperformed the S&P during
only the first half of the sample period (1973-1983), but not the second (1984-
1993). It is interesting to note the changes in standard deviations of the returns
from the first to second half of the sample period. The standard deviation of the
Seasoned sample returns decreased from 1984-1993. This decrease may possibly
be attributed to the restructuring of the REIT Industry.
26 Ibbotson Associates, 'Stocks, Bonds, and Inflation', 1993 Handbook
TABLE 6.1
Seasoned Index vs. S&P 500
Annual Returns
Year Seasoned S&P 500
1973 -26.00% -14.66%
1974 -40.63% -26.47%
1975 41.12% 37.20%
1976 38.35% 23.84%
1977 30.79% -7.18%
1978 17.58% 6.56%
1979 51.20% 18.44%
1980 41.14% 32.42%
1981 11.57% -4.91%
1982 37.05% 21.41%
1983 38.32% 22.51%
1984 32.10% 6.27%
1985 19.11% 32.16%
1986 18.22% 18.47%
1987 -10.19% 5.23%
1988 10.02% 16.81%
1989 -8.81% 31.49%
1990 -24.48% -3.17%
1991 7.47% 30.55%
1992 27.69% 7.67%
1993 32.09% 10.48%
1994 1.85% -3.30%
46
TABLE 6.2
Seasoned vs. S&P 500
Annual Mean and Standard Deviation
1973-1993 1973-1983 1984-1993
Seasoned mean 16.37% 21.86% 10.32%
std. dev. .2495 .2963 .1942
S&P 500 mean 11.90% 9.92% 16.22%
std. dev. .1760 .2064 .1245
How would an investor have fared in either the Seasoned Index or the S&P 500?
Graph 6.1 depicts the growth of a dollar invested in 1973 in both portfolios.
Over the entire sample period, the Seasoned Index produced a 37% higher return
than the S&P 500. Although the Seasoned Index outperformed the S&P by a
substantial margin during the 80's, the gap has narrowed over the last 4 years.
Based on these graphs and tables, investors in seasoned EREITs would have
fared better than the S&P 500 over the entire sample period. It is important to
note that the returns from the Seasoned sample are average returns. There were
both good and bad individual EREITs performers in this sample. The Seasoned
Index does, however, provide evidence that EREIT average returns have
decreased but so has the volatility (risk) associated with those returns.
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6.2 Empirical Results
This section provides the results of the statistical tests comparing the
performance of the Seasoned portfolio vs. the S&P 500. In both cases, the
Seasoned sample and the S&P returns are based on risk-adjusted or excess
returns. Risk-adjusted is defined as the monthly returns less the risk-free rate of
return, in this case Treasury Bills.
The first test was performed using a CAPM model. Excess monthly returns were
regressed against the excess monthly returns of the S&P 500. Table 6.3
summarizes the results of the regression. Over the entire sample period, the
Seasoned portfolio exhibited some excess monthly returns (.0033) or 4% per year.
These returns, however, seem to diminish over time, as in the second half of the
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sample period (1984-1993) the Seasoned portfolio provided no excess monthly
returns (-.0001). The t-statistics of the excess return constant (alpha) are not
statistically significant even at a 10% confidence level.
The Seasoned sample exhibited a beta coefficient of .65 over the entire sample
period. All beta t-statistics were statistically significant. Since the beta is less than
one, the Seasoned sample returns are less sensitive to changes in S&P monthly
returns. This lower sensitivity implies that the Seasoned Index is a less risky
investment. More importantly, the beta has decreased from the first half of the
sample period to the second. The lower beta implies that the Seasoned Index is
exhibiting less risk over time. This finding is consistent with the previous
unadjusted monthly return comparisons in Table 6.1. Based on the findings in
this section, it seems that when the Seasoned sample greatly outperformed the
S&P 500 (1973-1983), investors were taking on more risk. It is interesting to note,
however, that the both the annual return and standard deviation's of the
Seasoned sample have decreased over the past ten years.
TABLE 6.3
Equity REIT Returns Less Treasury Bill Returns
CAPM Model
Period Constant S&P 500 less R2
Bill Rate
(a) 1 (p)
1973-1993 coefficient 0.0033 0.6461 0.3078
t statistic (1.1576) (10.5444)
standard error .0028 .0613
1973-1983 coefficient 0.0083 0.9183 0.4385
t statistic (1.9383) (10.0749)
standard error .0043 .0911
1984-1993 coefficient -0.0001 0.3357 0.1672
t statistic (0.0354) (4.8671)
standard error .0031 .0690
The second statistical test for measuring the two return series was utilized a
Multi-factor Arbitrage Pricing Model. Table 6.4 summarizes the results of the five
macro economic factor impacts on the Seasoned Index and the S&P 500. The
excess monthly returns for both portfolios were regressed against the five factors.
The constant term (cc) was not statistically significant. Although, the constant was
greater in the Seasoned portfolio than the S&P 500 (.0045 vs. .0025), the author
can not conclude any excess monthly returns for the Seasoned Index over the
S&P 500. The beta coefficients (t-statistic >2) for the risk structure and term
structure factors are positive for both the Seasoned and S&P 500. Unexpected
inflation negatively affects the excess returns for both portfolios in all sample
periods, although it is not always statistically significant. At no time during the
sample period were the factors for industrial growth and expected inflation
statistically significant.
TABLE 6.4
Direct Impacts of the Macro Economic Factors
on Equity REITs and the S&P 500
Period Dependent Constant Change in Change in Unexpected Change Change R2
Variable Industrial Expected Inflation in Risk in Term
(a) Production Inflation Structure Structure
1973- Equity 0.0045 -2.7040 1.6148 -0.1710 0.9654 0.8747 0.229
1993 REITs
t-statistic (1.4952) (1.4574) (0.7195) (2.2798) (6.9011) (6.9609)
std error .0030 .1173 1.1861 2.2444 .1399 .1257
S&P 500 0.0025 0.0825 -1.0927 -1.7748 0.8535 0.9828 0.318
t-statistic (1.0364) (0.8726) (0.6037) (1.8556) (7.5655) (9.6989)
std error .0025 .0946 .9565 1.8100 .1128 .1013
1973- Equity 0.0085 0.2309 1.9030 -3.5596 1.0714 0.9398 0.269
1983 REITs
t -statistic (1.6930) (1.3912) (0.6044) (2.1128) (5.1650) (5.2962)
std error .0050 .1660 1.6847 3.1486 .2074 .1774
S&P 500 0.0008 -0.0471 -1.1721 -2.4555 0.9016 0.8593 0.384
t-statistic (0.2295) (0.4285) (0.5626) (2.2027) (6.5687) (7.3179)
std error .0033 .1098 1.1147 2.0834 .1373 .1174
1984- Equity 0.0006 0.0204 0.0832 -0.4962 0.7052 0.7224 0.145
1993 REITs
t-statistic (0.1758) (0.1254) (0.0261) (0.3043) (3.7823) (4.0498)
std error .0033 .1629 1.630 3.1810 .1864 .1783
S&P 500 0.0024 0.3271 -1.7656 0.0690 0.8841 1.2181 0.283
t-statistic (0.6562) (1.8134) (0.5013) (0.0382) (4.2722) (6.1650)
std error .0037 .1804 1.8060 3.5222 .2069 .1976
The following table represents a comparison of the five factors in the CHS study
with the five factors in this study. It should be noted that CHS used an equally-
weighted (non-IPO) common stock portfolio which is different from the S&P 500
common stock benchmark used in this study. The Seasoned portfolio exhibited
slightly larger beta coefficients for the risk and term structure factors. This
implies that the Seasoned sample was more sensitive to the movements in
interest rates then the CHS EREIT sample.
TABLE 6.5
Comparison of the Five Factor
Beta Coefficient's
Seasoned vs. CHS
Seasoned
EREITs
1973-1993
CHS,
EREITs
1973-1987
Constant .0045 .0049
Change Ind. -2.7040 .254
Production
Chg. Expected 1.6148 4.39
Inflation
Unexpected -0.1710 -1.59
Inflation
Risk Structure .9654 .846
Term .8747 .758
Structure
.227 .166
S&P 500
1973-1993
.0025 .0033
.0825 .208
-1.0927 6.68
-1.7748 -2.97
.8535 1.355
.9828 1.282
.318 .348
The second consistency between the Seasoned sample and the CHS study is the
negative impact of unexpected inflation. Both studies found that real estate, as
measured by EREITs, is not a good hedge against inflation.
CHS Equally-
Weighted NYSE
1973-1987
The CHS study states that three events adversely impact for stocks, including
EREITs: unexpected inflation, an increase in long-term interest rates (term
factor), and an increase in low grade rates relative to higher grade rates (risk
factor). The significance of their findings and those of this study is that these
events are bad for both stocks and EREITs. This study confirms their conclusion
using a larger EREIT sample and six more years of monthly return data. In
summary, EREITs are affected by these five macro economic factors only 68% as
that of the S&P. This lower sensitivity to these factors is evidence that seasoned
EREITs are less risky than common stocks as measured by the S&P 500. (R2 .227
vs. R2 .318). This 68% relative sensitivity is very similar to CHS findings (60%).
CHAPTER SEVEN
7.1 Conclusion
'Indeed, it has been observed that the real estate industry is
characterized by ten year cycles and seven year memories.'
-Anon
The objective of this study was to determine the relative merits of investing in
non-IPO EREITs. This author concludes that an investor would have realized
slightly higher returns, over the entire sample period 1973-1994, by buying only
seasoned EREITs. More importantly because the second half of the sample period
generated higher total returns, the seasoning effect on EREIT returns appears to
be getting stronger over time. The significance to this findings is that there
appears to be no relative advantage to invest in REIT IPOs.
This study also examined how such a seasoned investment strategy would have
performed relative to common stocks, as measured by the S&P 500. Over the
period 1973-1994, each sample of seasoned EREITs would have produced
average total returns higher than investing in the S&P 500. When the risk-
adjusted monthly returns of the six month seasoned index were regressed
against the risk-adjusted returns of the S&P 500, using a CAPM model, no
statistical evidence of excess returns was found. Additionally, a five factor
arbitrage pricing model confirmed the findings that the EREIT sample did not
provide any excess returns over the S&P 500.
Although the methodology is slightly different, this study confirm the findings of
Chan, Hendershott, and Sanders. Specifically, that three factors consistently
affect both EREIT returns and the S&P 500 returns: unexpected inflation, the
change in risk structure of interest rates, and the change in term structure of
interest rates. The significance of these findings is that the returns of the seasoned
EREIT sample are affected only 68% as much as the returns of the S&P 500.
Therefore, it can be concluded that seasoned EREITs are less risky than common
stocks as measured by the S&P 500.
The strong activity in the REIT market will only make the research on the
seasoning of EREITs more useful as the current wave of new EREITs have longer
return histories. Future research could include a different way of defining the
seasoning of EREITs. Barry Greenfield suggested that a EREIT is seasoned when
it can successfully complete a secondary offering Therefore, an index could be
constructed of EREIT returns beginning after the date of their secondary offering.
APPENDIX A
Equity REITs Used to Compute Equally-Weighted Return Index
Name of REIT Symbol Exchange Data Range
American Equity Inv. Trust AEQT NASDAQ 1/77-7/84
American Industrial Properties IND NYSE 12/85-6/94
B.B. Real Estate Inv. Corp. AHE NYSE 11/85-6/89
Bedford Property Investors BED NYSE 7/84-6/94
Berkshire Realty Company BRI NYSE 6/91-6/94
Bradley Real Estate Trust BTR NASDAQ 5/85-6/94
Brandywine Realty Trust BDN AMEX 8/86-6/94
BRE Properties, Inc. BRE NYSE 9/80-6/94
Burnham Pacific Properties, Inc. BPP NYSE 1/87-6/94
California REIT CT NYSE 1/81-6/94
Carr Realty Corporation CRE NYSE 2/93-6/94
Cedar Income Fund, Ltd. CEDR NASDAQ 1/87-6/94
Century Realty Trust CRLTS NASDAQ 9/92-6/94
Chicago Dock and Canal Trust DOCKS NASDAQ 10/86-6/94
CleveTrust Realty Investors CTRIS NASDAQ 1/73-6/94
Commercial Net Lease Realty NNN NYSE 11/84-6/94
Connecticut General Mtg.& Realty CGM NYSE 7/70-1/74,
7/74-7/81
Continental Illinois Properties CIE AMEX 1/73-9/78
Copley Properties COP AMEX 7/85-6/94
Developers Diversified Realty DDR NYSE 2/93-6/94
Dial REIT, Inc. DR NASDAQ 4/86-12/93
Duke Realty Investments, Inc. DRE NYSE 2/86-6/94
Eastgroup Properties EGP AMEX 2/73-6/94
EQK Realty Investors I EKR NYSE 4/85-6/94
Federal Real Estate Inv. Trust FRT NYSE 7/75-6/94
First Union FUR NYSE 6/70-6/94
General Growth Properties GGP NYSE 4/73-12/85
Gould Investors Trust GTR AMEX 5/73-4/86
HMG/ Courtland Properties HMG AMEX 1/73-6/94
HRE Properties HRE NYSE 1/73-6/94
Income Opp. Realty Trust IOT AMEX 7/84-6/94
International Income Property, Inc. IIP NASDAQ 7/84-5/90
IRT Property Company IRT AMEX 1/73-6/94
APPENDIX A: Continued
Kenilworth Realty Trust KRT NYSE 1/74-7/81
Kimco KIM NYSE 11/91-6/94
Koger Equity KE AMEX 9/88-6/94
Koger Properties, Inc. KOG AMEX 1/80-11/93
Kranzco Realty Trust KRT NYSE 11/92-6/94
Landsing Pacific Fund, Inc. LPF AMEX 12/88-6/94
Merry Land & Investment, Co. MRY NYSE 5/92-12/93
MGI Properties, Inc. MGI NYSE 7/84-6/94
MSA Realty Corp. SSS AMEX 10/84-6/94
New Plan Realty Trust NPR NYSE 4/79-6/94
Nooney Realty Trust NRTI NASDAQ 10/85-6/94
One Liberty Properties OLP AMEX 11/86-6/94
Pacific Realty Trust PTR NYSE 1/73-2/83
Pennsylvania REIT PEI AMEX 1/73-6/94
Property Capital Trust PCL AMEX 1/73-6/94
Property Trust of America PTR NASDAQ 8/84-6/94
;Prudential Realty Trust PRT NYSE 11/85-6/94
REIT America REI AMEX 1/73-9/83
REIT of California RCT NYSE 9/84-6/94
Saul B.F. REIT BFS NYSE 8/73-7/88
Sizeler Property Investors, Inc. SIZ NYSE 1/87-6/94
Taubman Centers, Inc. TCO NYSE 10/92-6/94
Transamerica Realty Investors TAR AMEX 8/71-9/86
Transcontinental Realty Inv. Inc TCI NYSE 10/86-6/94
Turner Equity Investors TEQ AMEX 8/85-11/88
United Dominion Property Trust UDR NYSE 8/84-6/94
USP REIT USPTS NASDAQ 9/88-6/94
Washington REIT WRE AMEX 1/73-6/94
Weingarten Realty, Inc. WRI NYSE 9/85-6/94
Wellsford Residential Prop. Trust WRP NYSE 11/92-6/94
Western Investment RE Trust WIR AMEX 7/84-6/94
Wetterau Properties, Inc. WTPR NASDAQ 5/87-4/94
APPENDIX B
Historical Perspective of the REIT Industry
Although the history of REITs can be traced back to the early 1900's, the market
as it exists today was reborn and defined in 1960 with the passage of the Real
Estate Investment Trust Act. Under the provisions of this Act, Congress
exempted REITs from paying corporate income taxes provided they complied
with stringent requirements. Among the many restrictions, Congress required
REITs to distribute 95% of their annual net earnings to shareholders. The goal of
this legislation was twofold: (1) to allow small investors to access large
commercial investments (similar to mutual funds); and (2) to stimulate the
financing needed for large-scale developments in metropolitan areas. As a result
of these and other rules, early REITs were restricted to a passive investor's role.
REITs concentrated on the cash flows from their existing properties rather than
acquiring and developing new investments. Additionally, most REITs were not
involved in the day to day activities of the properties, as they relied on
independent advisors to manage their assets. As a result of this investment
strategy, the industry grew somewhat modestly through most of the 1960's.
Starting in 1969, however, industry assets doubled for four consecutive years to
a peak of over $20 billion in 1974. In the three year period between 1970-1973,
total REIT assets rose by over 420%.27 This period of rapid REIT growth is
generally attributed to the tight monetary policy, resulting in high interest rates
and limited capital sources for development.28 REITs who financed speculative
construction and development projects were the darlings of the industry, as
evidenced by the issuance of 58 new mortgage REIT IPOs between 1968-1970.29
27 National Association of Real Estate Investment Trusts, REIT Handbook 1994, p. 691.
2 National Association of Real Estate Investment Trusts, 1986 REIT Fact Book, p. 3-5.
29 Goldman Sachs Investment Research, 'REIT Redux', August 1992, p. 12.
The returns on these mortgage REITs were excellent because of the large positive
spreads between the commercial paper rates under which they borrowed and the
higher rates realized on the funds loaned for construction and development. The
high dividends and price appreciation during this period attracted many
investors into the REIT market and allowed the industry to enjoy its first
sustained growth period3o.
The period between 1973-1975 is thought by most practitioners to be the 'REIT
debacle'. Beginning in 1973, most real estate markets experienced a dramatic
downturn as a result of a national economic recession, rising interest rates, and
overbuilt markets. These forces had an especially negative impact on mortgage
REITs that had performed so well over the previous few years. As interest rates
rose, the yield spreads between the funds the REIT had borrowed and
subsequently loaned had evaporated. Mortgage REITs quickly began losing
money as interest rate hikes desecrated earnings. To make matters worse, many
developers were unable to arrange adequate permanent financing and therefore
defaulted on their construction loans. REITs that were heavily invested in
mortgages suddenly found themselves foreclosing on properties and becoming
owners and managers instead of lenders as they were intended. Interestingly,
many of these mortgage REITs were sponsored by financial institutions such as
Chase Manhattan, BankAmerica, and Wells Fargo. These institutions used
questionable judgment by shifting their high risk loans into their REITs. These
loans were not subjected to the same conservative lending practices the
institution itself would have used. Many of these REITs eventually failed as a
result of this high risk investment strategy. From 1973 to 1974, the NAREIT Share
Price Index, an indicator of industry performance, dropped 66% off Its former
30 Investment research by Goldman & Sachs (REIT Redux) stated that equity REITs were overshadowed
by the mortgage REITs during this period. The equity REIT industry had little analytical coverage, and
shares of most of these stocks did not trade on organized exchanges.
high. The losses in the industry caused an enormous decrease in confidence in
commercial real estate as an investment. The small investor, whom REITs were
set up to benefit, were the most seriously hurt by this crash. REITs became
considered speculative investments and therefore shunned by most of the real
estate investment community.
Following this nadir in their history, REITs made a slow and tedious comeback
until the early 1980's. Although REIT managers claimed they had emerged from
the 1970's with valuable operating experience, investor interest remained low.
Between 1976-1983, the industry restructured itself by reducing leverage,
decreasing the amount of short-term debt, and effectively stopping loans for
construction and development projects. Additionally, investors began
recognizing the importance of prudent management operations and began
analyzing the quality of the individual assets in the REITs. Asset growth was
limited through most of the early 80's as total industry assets remained within
the range of $7.5 billion. This period of slow growth was partly a result of The
Economic Recovery Tax Act of 1981. This Act liberalized depreciation schedules
and enhanced other tax benefits of real estate. 31 REITs found themselves outbid
for most of the quality properties by tax-driven real estate syndication's, pension
funds, and foreign investors. Unable to acquire new properties, REITs had
limited opportunities to grow. The advantages that other tax-driven investment
vehicles enjoyed finally changed with the passage Tax Reform Act of 1986. This
Act expanded the operating flexibility of the REITs by: broadening the services
that a REIT could provide its tenants; increasing the number of permitted sales
per year from five to seven; and authorizing operations through wholly-owned
subsidiaries. 32 These changes allowed REITs to evolve from their original form
31 Goldman Sachs Investment Research, 'REIT Redux', August 1992, p. 19.
32 Stephen Jarchow, Real Estate Investment Trusts, 1988, pp. 5-.8.
as passive investors to active real estate managers. The elimination of the tax-
driven real estate syndication business forced investors to look at other real
estate investment vehicles. REITs again began to pique investor interest as assets
triple during the industry's second boom from 1984-1987.
Unfortunately, the huge amount of capital that entered the real estate market in
the early 1980's led to vast over-building and increased vacancy rates. During the
late 1980's, the entire real estate industry, including REITs, suffered losses as a
result of a decrease in asset prices and lack of liquidity. REITs, as well as other
public companies, were also hit hard by the Stock Market Crash of 1987. The
REIT Industry did not start to show signs of life until the early 1990's. Two main
reasons for the industry's comeback were the inability for developers and
owners to obtain non-recourse debt and the absence of the traditional sources of
capital (insurance companies, banks, and pension funds). In November of 1991, a
premier national development company named Kimco raised $128 million in
their initial public offering. Kimco is generally known for kicking off the wave of
'new' equity-oriented REITs. Many of the REIT offerings since 1991 have
attracted investors because they have qualified management, a clear investment
strategy, and significant insider ownership. Some of the well-known companies
who have decided to go public include: The Simon Property Group, Taubman
Centers, Developers Diversified, and Vornado Realty Trust. The characteristics
of these newer REITs include:
* size exceeding the $100 million market capitalization threshold that had been
so difficult to reach prior to 1991
* property investments are focused on a specific product type or geographic
region
" management typically owns a significant equity stake in the company
(usually more than 5% of the outstanding shares)
" management has a proven track record and is perceived to have 'franchise
value'
" management has a credible 'story' for investors about how the company
plans to grow in the future
The market capitalization of these newer companies has brought with it the
perception of increased liquidity. The theory of REIT liquidity is that the larger
the stock the less likely the price will fluctuate as investors buy and sell shares.
The ability to easily exit and enter the real estate market has renewed the interest
of institutions even though, from a practical standpoint, the liquidity issue is still
open for discussion. The perception of liquidity may be ill-perceived as the
historical daily trading volume of these stocks is very low. If investors want to
sell a large block of shares, they will usually force the price of the stock down
and decrease their returns. However, evidence of institutions considering
moving into REITs is California Public Employees Retirement System (Calpers)
decision to allocate $250 million for investment in REIT securities in 1994.33 Since
they are the largest public pension fund in the US, their decision to enter the
REIT Market may influence other pensions to invest in REITs. Barry Greenfield,
who runs the $500 million Fidelity Real Estate Investment Mutual Fund, states
that the newer REITs are the wave of the future and will have access to capital
and the ability to grow much faster than the older companies.34 It is true that the
newer REIT structure better aligns the interests of the shareholders. The question
remains whether these newer REITs can provide more stable returns then their
older industry peers. Over the past four years the resurgence in the industry has
contributed tremendous growth. This growth leads to the present day boom
period in the history of REITs.
3 Stan Ross & Richard Klein, 'Real Estate Investment Trusts for the 1990s', The Real Estate Finance
Journal, 1994, pp. 37-44.
3 Phone Interview, Mr. Barry Greenfield, Fidelity Investments, July 18, 1994.
APPENDIX C
Profile of the Equity REIT Industry
REITs are formed for the purpose of investing in real estate on either a direct
(ownership) or indirect (mortgage lender) basis. In order to better predict
performance, REITs are divided into three separate asset categories. NAREIT
defines these three categories as:
1. Equity: have at least 75% of their invested assets directly in real estate
properties, that is, the REIT is an owner/investor. Revenues are
generated primarily from the real estate owned or by services
conducted for their tenants. Investors also share in the
appreciation of the properties or portfolio.
2. Mortgage: have at least 75% of their invested assets in mortgages secured
by real estate, that is, the REIT is a lender. Revenues are generated
primarily interest and fees generated from their loan commitments.
3. Hybrid: combination of these two investment strategies and revenue
sources, real estate equity and mortgage interests.
The distinctions between these classifications is not always clear. Many REITs
have actually changed their classification over time by switching the mix of
assets between equity and mortgage. For example, equity REITs can hold a
variety of different types of real estate assets. These assets may be fully leased
buildings, land leases, or foreclosed properties. Each of these investments has
varying risk and return characteristics. Similarly, many mortgage REITs hold
loans that include equity participation's. Typically, these REITs receive a base-
interest coupon plus a share in the future upside of the property rents or sale,
which is very similar to the equity REIT classification.35 Because the REIT
3 Stephen Jarchow, Real Estate Investment Trusts, 1988, p. 235.
classifications are not always clear, it is important for investors to look closely at
the properties held by the REIT.
Equity REITs (EREITs) by definition, own and operate properties. They are the
largest class both in number and assets of the entire REIT market.
TABLE A.1
REIT Industry Profile
Number Total Assets % of Total
in Group ($ Millions) Assets
Equity 184 $34,567.5 56.6%
Mortgage 37 $23,191.7 38.0%
Hybrid 20 $3,292.3 5.4%
Totals 241 $61,051.3 100.0%
Source: NAREIT 1994 REIT Handbook
EREIT portfolios vary greatly depending on their independent business
strategies. Some specialize in particular kinds of properties while others focus on
geographic locations. Income from EREITs is primarily derived from the rental of
their holdings in commercial, retail and residential property. These properties
are typically office and industrial buildings, healthcare facilities, warehouses,
strip centers, regional malls, and hotels. The more 'exotic' EREITs, those who are
not invested solely in real property, also own race tracks, mini-storage units, fast
food outlets, and other similar facilities. The benefits of having many different
kinds of EREITs is that investors can make very specific allocation decisions by
choosing EREITs that fit their specific investment objectives whether they are
property-specific or geographically-specific.
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